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LR Global is Charging a part of own “Office and Administrative

Expenses”™ on the funds under its management contravening the Rules and without
permission of the Commission.

Opinion of LR Global:

According to letter of LR Global that “.....Office and Administrative Expenses were charged
as per 6" Schedule, Attachment — 2(details of the Revenue account) of Securities and

Exchange Commission (Mutual Fund) Rules, 2001 and approved by the Trustee as
represented in all Audited Accounts of the Mutual Funds....”

Again, according to LR Global "...........cccvvvreveenen. Office & Administrative Expenses" were
charged after reasonability checking and within the limit that we understood of the mutual
fund on periodical basis (monthly/ quarterly/annually, as applicable) under following
categories those directly impact the operations of the mutual funds and also allowing us to
maintain proper investor records and serve the unit-holders related to on- going dividend
distribution and redemption of the placement shares:

1. Salary & Allowances (employees who are directly involved with mutual fund
operations).

ii. Investors Relation Office Expenses (rent, utility bills, maintenance charges, etc.).

li. Bloomberg terminal fees (for NAV checking of the mutual fund portfolio),

iv. Software maintenance expenses (for daily fund operations)

v. Conveyance bills (for daily fund operations),

vi. Other expenses, if any (directly related with mutual fund operations) including CDBL
connection/Internet expense..........cooueeu....

Again, LR Global is charging all type of legal expenses to the fund though it is not directly
related with the fund operation ;and in this regard a brief statement of all legal expenses are
placed in the following table along with the opinion of LR Global :

along with the supporting documents / invoices for each mutual fund. Since inception the
legal expenses were made for the benefit of the unit-holders related to investment activities.
clarifications and conflicts among legal documents, due diligence, brokerage agreements,
evaluation of legal/offering documents, etc. services that are not available in-house........ ”

According to statement of Office & Administrative expenses charged on the funds since
inception are placed in the following table:
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Fund wﬂi.se Office and Administrative Expenées:
—— Amount in Taka
Fund 2010 | 2011 | 2012 | 2013 | 2014 | Total

|[m i w o 404: ““*52443 ”69 2,927,111

3,822,130 2,613 072§ 15,846, 940

(ch,en Dclla MF 92] 49? 2 0]0 865 i 2,6?2,?96 2,441,790 2,543,072 10,590, Gl()

| AIBL 1% M[ =T 1,986,253 """'é'ﬁ'623,379- 2,391 076""'"“”2 301 931“: 9502\639

MBL {*MF 1930424§ 2,620,206 2,47[,016: 2,501,951 9,543,597
e Si6005 | ST S SE S AT EeE
e S et 2}02318 SHn

| Fotal 4,962,854 8 770,904 14,854,613 15,720,312 15,164,045 59,472,728 |

Additionally fund wise legal expenses are also placed in the following table:
Fund wise Legal Expenses:

Amount in Taka
N BT B TR 1T T

| DBH First Mutal Fund 1 100,000 402,151 502,51

Green DeltaMutualFund |  100,000) 100,000 402,151 | 602,151

| MBL Ist Mutual Fund 50,000 50,000 |
i R Global Bdngladesh Mutual ' '

(NCCBLMutal Fund-1 | 50000 50000 402,155 502,155

Total 300,000 450,000 2,412,910 3,162,910 |

Additionally, in the response letter of LR Global they mentioned as follows:

e o We have made these decisions with the best of intentions. These expenses were not
more than 0.25% of the NAV of each mutual fund keeping the annual total expenses of the
tund approximately 2.00% of the NAV of the fund (inclusive of all expenses) - within the
limit of 4% of the NAV of the fund.

Regardless of our intentions, we realize now that we should have approached the honorable
commission for the approval of the expenses instead. We earnestly request the Commission
to_instruct us in this regard for rectifying any issues that in your supreme authority you deem
appropriate which may have been misunderstood in good faith.
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1"uﬁtl wise Office and Administrative Expenses:
"‘Amount in Taka
| Fund - 2010 2011 2012 2013 ' 2014 Total |

DBH MF 4,041,357 2,443,269 2,927,111 3,822,130 2,613,072 15,846,940 |

Green Delta MF | 921.49712,010.865' 2,672,796 2,441,790 2,543,072 10,590,019
AIBL 1% MF 986,253 1 2,623,379 2,391,076 2,501,951 9.502,659 |

MBL 1% Mi 1,950,424 2,620,206 2,471,016 2,501,951 9.543.597
LR GB MF 380,093 2,732,567 2,491,982 2,489,001 8,093.643;
NCCBL MF 1,278,554 2,102,318| 2,514,998/ 5.895.870| .

| - [
Total 4.962.854 8,770,904 14,854,613 15,720,312 15,164,045 59,472,728 |

Additionally fund wise legal expenses are also placed in the following table:
Fund wise Legal Expenses: \
Amount in Taka

Fund 2012 2013 2014 Total

| DBH First Mutual Fund 100,000 | 402,151 502,151 |

{ Green Delta Mutual Fund 100,000 100,000 402,151 (\02.]5] I

| AIBL st Islamic Mutual i_}-‘und 50,000 402,151 | 452,151 |

 MBL 1st Mutual Fund 50,000 50.000 402,151 502,151
LR Global Bangladesh Mutual = |

| Fund One __ 100,000 IQUTO_O(} - 4 02,_!_5]_:_ ) (Ii(]lfii !

NCCBL Mutual Fund-| 50,000 50,000 | 402,155 502.155

|

Total 300,000 450,000 I 2,412,910 3,162,910 |

Additionally, in the response letter of LR Global they mentioned as follows:

“.....We have made these decisions with the best of intentions. These expenses were not
more than 0.25% of the NAV of each mutual fund keeping the annual total expenses of the
fund approximately 2.00% of the NAV of the fund (inclusive of all expenses) - within the
limit o' 4% of the NAV of the fund.

Regardless of our intentions, we realize now that we should have approached the honorable
commission for the approval of the expenses instead. We earnestly request the Commission
to instruct us in this regard for rectifying any issues that in your supreme authority you deem
appropriate which may have been misunderstood in good faith.
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We sincerely regret for not seeking clarification from the Honorable Commission since the
nception of the funds. We sincerely hope the Honorable Commission will evaluate this with
compassion and help us rectify issues that you deem appropriate.....”

Backeround of Charging Office & Administrative Expenses and Clarification of the
Parties:

It is to be mentionable here that Office & Administrative expenses are charged after taking
opinion of the Auditor “Hoda Vasi Chowdhury & Co." but without any permission from the
immission. The Trustee of the funds have also approved the Annual Accounts of the funds
since long without taking any clarification/approval from the Commission in this regard. So,
sought clarification to Fund Manager, Auditor of the Fund and also the Trustee of the
funds under management of LR Global.

Hence, in response to our letter of seeking clarification, LR Global replied among others
as follows:

“Clarification regarding receipt of Auditors opinion from Hoda Vasi & Chowdhury & Co..
we would like to inform you that the opinions were received from the said Auditor in good
faith and for internal clarification and for our understanding back in 2010.

Subsequently, the opinion was also shared with the Trustee since inception of these fees. All
our financial statements properly disclosed and itemized these expenses \\]thln the limit and

Financial Statements were duly approved by the Trustee

The Trustee of the funds “BGIC” clarified in their letter among others as: ~...1. Trustee
did not provide any written consent to LR Global Bangladesh Asset Management Company
Ltd. to reimburse “Office & Administrative Expenses” from all the funds under their
management, However, it is to be noted that based on the Professional advice of the Auditors
received directly by the AMC and produced to us we approved the Annual Accounts of the
Funds.

']

We would like 1o clarify-that we as Trustee did not instruct or allow the Asset
Manager 1o take any opinion from the Auditor, Hoda vasi Chowdhury & Co. about
charging”Office & Administrative Expenses” from the funds. ......ccccevvinene

ceeeeeneecdn View Of the above we have already instructed all the Asset Managers that

charging ol “Office & Administrative Expenses” is not permitted and have provided copies
of our instruction letters to the esteemed Commission. ™

Again the Audit firm “Hoda Vasi Chowdhury & Co.” clarified their position in their
letter among others as: ~.......... There is no restriction anywhere on providing professional
opinions to the clients. Our professional advice should not be treated as legal opinion but as
guiding principle to the clients as a practicing member quasi legal profession like Chartered
Accountants. In our letter dated 20 May 2013, in the absence of any clear provision. our
conclusion of the professional opinion was to obtain BSEC’s written consent before charging
and allocating a portion of Asset Management Company’s expenses to the mutual funds
ACCOUNL. ...ovveeene. ¥ .
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in this regard, we also sought oplmon of the MF & SPV Department. The opinion of the
Department among others are as under:

As per MF & SPV Department record, we found no such referrence where LR Global has
taken approval from the Commission to charge “Office & Administrative Expenses” for the
funds under its management or even no such information from the Trustee with the
Commission in this reference................... »

Observation of Enquiry Committee:

About charging of Office & Administrative Expenses:

There is no provision as per Rule 65 of Fiwefibe ¢ vEwe sfirm (Repram Fio) R/fewEr, 2300d
or in the Trust Deed or in any of the legal documents approved by the commission for any
funds under Management of LR Global regarding allowing of charging aforementioned office

& administrative expenses on the fund. As per Rules, AMC can only charge Management Fee
and other allowable expenses as per Rule 65. If any expenses are required to be charged apart
from provisions of Rule 65, AMC has to take prior approval from the Commission. But no
such type of Communication is found with the Commission and also any explicit/implicit
approval of the commission in this regard.

It 1s also mentionable here that “Attachment 2” of the Sixth Schedule of the Rules is merely
a pro-forma of the income statement and as according to the pro-forma, presentation of the
“income and expenses of the mutual funds are required as according to’the approved expenses.
But if expense nature is not mentioned in the offer documents and/or approved by the
commission, expenses cannot be incurred/charged by the fund manager of the fund unless
otherwise approved by the Commission. Hence. charging expenses under “Office &
Administrative Expenses” by LR Global are contravention of Rule 65 and relevant provision
of Trust Deed. Even there is no provision of such Office & administrative Expenses in the
prospectus format for the mutual funds given in the FiieRitw ¢ awe wfmw (Fegme @)
fafexet, 2003, The Rule 65 of FifstRite ¢ uarse s (Rlpae o) REATET, 2005 is in short
as under:
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Again, according to the voucher provided by the LR Global, we found that among others,
partial/full of the following expenses of LR Global are reimbursed from the six Mutual funds
under its management under Office & Administrative expenses:
Salary & Allowances
MF Employee Bonus Expenses
Software cost (Fixed Reimbursement)
iv. IRO (Investors Relation Office) Expenses (Includes Rent, Electricity bill, fresh
water bill, & other expenses of [RO )
Internet Expenses
Bill for legal an professional fees
vil.  Other Expenses of Head Office (Includes Convenience, TNT, Mobile, stationery.
entertainment expenses and others)
viii.  Bloomberg terminal fees

About Charging of Legal Expenses:

It is also notable here that during 2012 to 2014 there was no new fund/scheme was launched.
So. when we sought clarification about the legal expenses, and then we found that the LR
Glohal Bangladesh Asset management Company Ltd. has taken Legal services from two
Legal Advisors during 2013 to 2014 period namely “Sheikh & Company™ and “Hasan &
Associates™ in its own name and without mentioning the services for any specific fund.

Ihe details of the information about the services we got from LR Global are as under:

N_:m,:)f_], ‘Date of ‘ Service Nature ] Bill Comment of Committee ]|
the Legal Bill | \ Amount
Firm
_ Sheikh & | 07.09.2014 | Preparing & { Tk17,00,000 | In the bill no fund name | -
L ompany ' Scrutinizing ; is mentioned. Hearing
i documents and } ‘Conducting by the |
__hearing Commission _ for  non-
. | and 1egal resuarch | compliance conducted by
about Mutual Funds LR Global AMC. |
|ii.Hasan & | 11.09.2014 | Professional fees for | Tk 7.12.910 | In the bill no fund name |
Associates 1|cgai services upon | is mentioned and also |
| Mutual Fund purpose is not clear, _
Total ' S | Tk24,12,910 | Allocated among the six |

]

funds by Tk. 4,02.151.00 |

| — o [Global |
per e p———— (ﬁ‘i‘mﬂﬁ o) fafesrm, 2003, legal expenses are incurred only
during pre-launching period for registration and other documents preparation purposes and
this expenses is charged in the said fund as per Rule 65 (3) (¥) of Fifetfifow ¢ qmwe fimm
(faCpramer wr%) fafewmr, 2005, But in this case we found that the expenses incurred for legal
services are not fund specific rather service taken by the Asset Manger and charged equally
to all the six funds under the nmnagemcntbf[ R Global. So. this is also contravention of Rule

65 of Ffasfe ¢ awrry sfimm {V‘T“gmﬁ PTE) m&‘-n‘-" 200), because there is no such provision
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Contravention of Rule 68 for facts under Findings # 05 by Hoda Vasi Chowdhury &
Co., Auditor of the Funds and also liable for Contravention of Rule 65,

Although Hoda Vasi Chowdhury & Co. claimed that they suggested LR Global to take
opinion of the commission before charging office and administrative expenses. but in the
Audit report they did not qualify that LR Global has not taken consent of the Commission
before charging “Office and Adminis_trative_ Expenses.” The above activity of the Auditor is
contravention of Rule 68(4) of Fifsffte ¢ «asy i (RS @) R, 3003 because
they did not seek explanation of the LR Global whether they have received any opinion from
the commission in this respect as according to their suggestion and also not qualified in the
audited statement about the lacking of LR global.

Again, policy regarding part/full of the offices and administrative expenses incurred by the
LR Global is reimbursed from all the funds under management of LR Global is not disclosed
in the Corporate Audited Accounts of LR Global Bangladesh AMC Ltd.

But in the audited Accounts of the funds under management of LR Global, Hoda Vasi
Chowdhury & Co., Auditor of all the funds of LR Global did not disclosed in the note the
total amount of expenses_incurred by LR Global Corporate and subsequently reimbursed
from the funds on which proportionate rate. So, this is completely a misleading information
provided by the Auditor. We feel that the Auditor conducted this intentionally to keep secret
the information from the Regulator, and the stakeholders. In the Audited accounts, their
statement is as follows:

(1% ]

3.9 Office & Administrative Expenses ;
Office & Administrative Expenses represent expenditure incurred for staff and office &
administrative related cost allocated by and reimbursed to LR Global Bangladesg AMC Litd,
proportionately. Office and administrative expenses is charged under the provision of
Annexure — 2 of Schedule 6 (Clause 69) of Securities and Exchange Commission (Mutual
Fund) Rules, 2001.”

It is to be mentionable here that, Hoda Vasi Chowdhury & Co. is primarily liable for charging
the expenses of “Office and Administrative Expenses” by the LR Global, because they first
gave opinion on 28 October, 2010 to LR Global AMC Ltd. on their request that charging of
the above expenses is as per Rules. An Auditor can provide professional opinion within their
periphry but such opinion should not be on the legal part where specific regulator exist for
that. So, Hoda_ Vasi Chowdhury & Co. conducted their function beyond their limit
specifically in the letter dated 28 October, 2010. Again, giving opinion on the same issue. the
same auditor is also auditor those expenses, which is completely a conflict of interest.

S0 it is a great concern that Fund Manager, LR Global; Trustee of the funds, BGIC; and
Auditors of the funds, Hoda Vasi Chowdhury & Co. are equally liable for the non-
compliance of Rule 65: and specially, Auditor is liable for contravention of Rule 68 (4) by
not disclosing the true state of affairs of the expense charged on the fund.

The Rule 68(4) is as under:
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“--eew- This is with reference to your above referenced letter dated 9 November 2014 whérein
he Bangladesh Securities and Exchange Commission (hereinafter referred to as “BSEC™)
have alleged that we, Hoda Vasi Chowdhury & Co (hereinafter referred to as the "HVC™),
have contravened various Rules of the Bangladesh Securities and Exchange Commission
Mutual Fund) Rules, 2001 (hereinafter referred to as the “Rules, 2001™). In that regard, we
have analysed the stated allegations and provide herein our response to the allegations herein

I'\L 10OW :
Allegation [: HVC stated in their opinion to LR Global Bangladesh Asset Management
Company (hereinafter referred to as “LR Global”) that LR Global can charge ‘Office and

Administration’ expenses from the accounts of the mutual fund contrary to Rule 65 of the
Rules, 2001.

|. We would humbly like to point out that as per Rule 65 (3)(kha) of the Securities and
Exchange Commission (Mutual Fund) Rules 2001 (the “Rules™), the Fund Manager
can recover some specified expenses along with “regular expenses”. However, no
details of such “regular expenses™ have been provided in the Rules.

2. HV(C's letter dated 28 October 2010 to LR Global was just to highlight examples ol
what types of expenses c¢an be part of such “regular expenses”. In this letter HVC
advised that any expenses charged to the Fund shall be related to the Fund and
“reasonable, allocable, verifiable and consistent™. HVC also informed LR Global at
that time, “any such cost allocation shall not be shifted from one fund to another to
avoid restrictions imposed by the Law and BSEC.” So the advice given at that time
was in effect only reiterating the spirit of Rule 65(Kha) within the peripheral
limitation of the profession without creating any conflict of interest between roles as
an auditor and advisor.

3. We would also like to draw kind attention to the fact that, in the Sixth Schedule (Rule

69) — Attachment 2: Subject of Revenue Accounts, under the heading Expense and

Loss, a number of items have been mentioned which includes amongst other “Office
and Administrative Expenses”, “Other administrative expenses™ etc. However, since
the nature of these expenses was not further elaborated/defined therein, HVC issued
the letter dated 20 May 2013 to touch base on what may constitute such types of
expensces, _ '

i. In our opinion to LR Global dated 20 May 2013, we opined to LR Global that *Office
and Administration Expenses’ can be charged in accordance with Rule 65 of the
Rules. 2001, read in conjunction with Annexure 2 of Schedule 6 (Rule 69) of the
Rules, 2001. As stated -earlier it is also our understanding that Rule 65(3)(Kha)
would normally aliow any Fund related expenses which are approved by the Trustee.

In this rng,ard while rendering our opm,ons the Trust Deed has allowed that LR
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Global may charge additional ancillary fees. For example, Clause 8.5.4(x) of the
Trust Deed between Mercantile Bank Limited and Bangladesh General Insurance
Company Limited. which was submitted to the BSEC, provides that the LR Global
may charge the Fund all recurring ‘expenses including “expenses incurred for
managing the mutual fund”. Accordingly, “Office and Administration Expenses™, in
our opinion fell within the ambit of expenses incurred for managing the mutual fund
and was also included in Annexure 2 of Schedule 6 of the Rules, 2001 as a category
of allowable deductibles. was an expense that LR Global could charge from the fund.

5. However and notwithstanding our opinion, we clearly instructed LR Global in our

opinion dated 20 May 2013 as follows:

“.we advise you to obtain BSEC's written consent before charging and -

allocating a portion of Assets Management Company 's expenses to the mutual

Jund accounts in order to avoid any misunderstanding and difference of

opinion thereby non-compliance in future.” (Emphasis added)

I'herefore our personal opinion that this deductible expense was unequivocally subject
to our observation and recommendation that LR Global should only charge “Office
and Administrative Expenses™ in accordance with the provisions of the Rules and
subject to the fulfilling above conditions including written consent of the BSEC.

6. Moreover, our opinion to LR Global was expressed from an accountancy perspective
based on our interpretation of the Rules, Regulations and Trust Deed and given in the
capacity as professional advisors. Accordingly, it is submitted that the allegations
leveled against us are misplaced and arbitrary and not in contravention with the
Rules, 2001.

7. Notwithstanding the foregoing, despite our intentions to the contrary, if our opinion

even remotely indicate that we suggested to LR Global that they could charge
‘Office and Administrative Expenses’ beyond the ambit of the Rules 2001 and the
I'rust Deed without prior written consent of the BSEC, we would like to express our
sincere apology to the BSEC for the-aforementioned lack of clarity from our part in
our opinion to LR Global dated 20 May 2013.
Allegation 2: HVC has conducted their function beyond their limit by giving legal
opinion on ‘Office and Administrative Expenses’ and then audited those expenses
despite the existence of a conflict of interest.
8. Please note that pursuant to Clause 2 of The Bangladesh Chartered Accountants

Order, 1973 (President’s Order No. 2 of 1973), a member in practice can render

professional services or assistances in or about matters of principle or detail relating
to accounting procedures, costing techniques or the recording, presentation or
certification of financial facts or data. The Order of 1973, or any other law. does not
restrict or prohibit a member to any extent from rendering their opinion to their
clients on the aforementioned matters. Our professional advice was not legal advice
but interpretation of accounting procedures as guidance for our clients, which we are
entitled to render under our Charter and The Bangladesh Chartered Accountants
Order, 1973 (President’s Order No. 2 of 1973), as stated above.
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9. In view of the foregoing, our opinion tc LR Global dated 28 October 2010 and 20
May 2013 were guidance vather than any legal advice regarding the Rules 2001.
Accordingly, any failure by LR Global to understand the nature of our services, or
misinterpretation of our services, and their subsequent misconduct or failure to
comply with any applicable laws cannot reasonably render us culpable for such
misconduct or non-compliance by LR Global. Responsibility for the aforementioned
failure and non-compliance remains exclusively of LR Global.

10. It should be noted as auditors we are not prevented by laws or regulations in
rendering advice on accounting procedures, which is what HVC has done in this
instance. Furthermore, please note that Clause 4 of the BSEC Notification No.
SEC/CMRRED/2006-158/134/Admin/44 dated 7 August 2012 prescribes seven
particular ~ services and another BSEC Notification SEC/CMRRCD/2006-
158/147/Admin/48 dated 21 July 2013 restricts auditors from certifying corporate

governance comphiance of listed entities. It is to be noted that none of the said

notifications by the BSEC prohibits the auditors from rendering professional
opinions to their clients on professional issues falling under the jurisdiction of
practicing chartered accountants and when sought for by the clients of the auditors.-

Accordingly, it is submitted that any such ancillary guidance by us to LR Global

does not create any conflict of interest in conducting audit of LR Global.

Allegation 3: HVC is liable for contravention of Rule 68(4) of the Rules,- 200/ for
not disclosing the true state of affairs of the expenses charged on the fund.

1. Ruie 68(4) requires an auditor toexpress his opinion; to the best of his knowledge,
whether he received all documentations material to the audit and whether the
accounts and books of the company are reflective of the true financial condition of
the company. In that regard, our tesponsibility -is to express an opinion on the
financial statements ‘disclosed to us. Under the Bangladesh Standards on Auditing
(BSA). we are required to'comply with ethical requirements and plan and perform
audit to obtain reasonable assurance about-whether the financial statements are free
from material misstatements. '

12.In view of the foregoing, it is also pertinent to note that the as per Bangladesh
Standards on Auditing there are certain criteria upon which an audit report can be
qualified and what is considered as material misstatement. Normally, an amount is
considered material if it is above 10% of the profit before taxation and as such
charging of such “Office and Administrative Expenses” does not fall within this
criferia.,

L

- Furthermore, in our opinion we did not discover any material misstatements in the
i rly because such expenses have been
i - 11 Starements have been reviewed and
Manager and Trustees and _also submitted to the BSEC
disclosing 2 note that such “Office and Administrative Expenses represent
expenditure incurred for staff and office & administrative related cost allocated by
and reimbursed to LR Global proporti

‘Office and Administrative Expenses’ part

charged in the previous

approved by the

cndtely. It is being charged under the provision
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of Annexure 2 of Cwhedule 6 (Udube 69) of ?ecm me% and Exuhanoe Commission
(Mutual [—und) Rules 2001 However to the besl o‘r our I\nowludge no ob]ection has
been raised “earlier - on lhe basis of char gmg “Such Ofﬁce and Administrative
Expenses. Accordmélv we humblv submlt that HVC d}d not mlslcad thc regulator
nor VIOIaLed the Rules, 2001 !

14. Finally, we would like to humblylsubmi't that we, as auditors of LR Global, have at
all material times acted diligently in executing our discretions in accordance with our
duties and responsibilities. We have acted lawfully and within the parameters of the
discretion legally provided to us in conducting our audit by Rule 68(4) of the Rules,
2001. '

We trust that this written explanation will satisfy you and confirm that HVC has not acted in
contravention of any rules of the Rules, 2001. If however, any gap or lack of clarity in our
Audit Report resulted in causing confusion to the BSEC, we sincerely regret for such lack of
clarity and bumbly request that all allegations against us be withdrawn.”
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